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PART A 
Candidates MUST answer questions 1 to 20 
(2 marks are allocated to each question) 


Select the correct answer (or answers) for each of the following 20 questions by clearly 
circling the appropriate letters on the Answer Sheet provided on page 10. 


Figure 1 


MINPB (polluter) 


MEC (pollutee) 


Q* 
| Smoke Pollution | 
Zero pollution Full pollution 


An iron foundry produces smoke which imposes a negative externality upon a 
laundry business situated close by. In Figure 1 the line MNPB represents the iron 
foundry’s marginal benefit from production and the line MEC represents the 
marginal external costs that smoke pollution imposes on the laundry. If the 
foundry has the rights to emit smoke pollution, what area represents the 
foundry’s gain from trading pollution rights with the laundry at the fair 
bargaining price? 


0QA900mM 
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Which of the options correctly fills in the blank in the following statement: “------ 
value is not a component of total economic value”? 


a. Bequest 

b. User cost 

c. Indirect use 
d. Quasi-option 
e. Existence 


The Tragedy of the Commons is most likely to happen when... 
a. Goods are privately owned 

Goods are not owned at all 

Goods are nonrival and excludable 

Goods are publicly owned 

Goods are nonrival and nonexcludable 


©2995 


The flood mitigation functions that a healthy wetland system provides are an 
example of what kind of economic benefit? 

Direct use value 

Indirect use value 

Option value 

Bequest value 

Existence value 


C290 


The efficient price of a license fee is determined by the difference between... 
Marginal revenue and marginal cost 

Average revenue and marginal cost 

Total revenue and total cost 

Average revenue and total cost 

Total revenue and marginal cost 


e290 


Which of the following are not revealed preference approaches to environmental 
valuation? 

a. | Hedonic pricing 

b. Contingent ranking 

c. Contingent valuation 

d. Choice experiments 

e. Defensive expenditures 


Weak sustainability is best defined in economic terms as? 

a. Perfect substitutability between natural and man-made capital 

No substitutability between natural and man-made capital 
Imperfect complementarity between natural and man-made capital 
Imperfect substitutability between natural and man-made capital 
Perfect complementarity between natural and man-made capital 


©2995 
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Table 1 
Excludable | Nonexcludable 
Rivalrous Good 1 Good 2 
Nonrivalrous | Good 3 Good 4 


8. With reference to Table 1, examples of goods of type Good 1 would include... 
A non-congested toll road 

A National Park 

A mobile phone 

A password protected wireless internet service 

Commonly owned pasture 


oAoop 


9. With reference to Table 1, examples of goods of type Good 2 would include... 
A non-congested toll road 

A National Park 

A mobile phone 

A password protected wireless internet service 

Commonly owned pasture 


oaAarop 


10. Which one of the following is not a possible way to internalize externalities? 
Eliminate government intervention 

Raise taxes 

Create subsidies 

Create a system of tradable permits 

Create new regulations 


oaorop 


11. A preference for either taxes or emissions trading schemes to regulate pollution 
is dependent on the relative shape of what two curves? 

Total cost of damage curve and total cost of control curve 

Marginal revenue of control curve and marginal cost of damage curve 

Marginal cost of control curve and marginal cost of damage curve 

Marginal benefit of pollution curve and marginal revenue of pollution curve 

Marginal utility of pollution curve and marginal cost of regulation 


e290 


12. The socially optimal level of pollution occurs where... 


a. MCc = MCp 

b. Pollution is zero 
c. MNPB>MEC 
d. MNPB=MEC 
e. TB=TC 
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Figure 2 


Marginal revenue/cost & average revenue 


Fishing effort 


13. With reference to Figure 2 the level of fishing effort labelled d represents... 
The economic optimum 

The open-access equilibrium 

The maximum sustainable yield 

The break-even point 

Where profit is maximised 


oarop 


14. The Coase theorem states that ... 

a. Property rights should initially be assigned to those affected by a negative 
externality 

b. Property rights should initially be assigned to those creating a negative externality 

c. As long as property rights are well defined and no transactions costs exist, an 
efficient allocation will result 

d. As long as property rights are well defined and transactions costs are high, an 
efficient allocation will result 

e. Anefficient allocation will also be equitable to all parties concerned 


15. An economist estimates the cost of an environmental nuisance caused by 
unpleasant odour emitted from a waste water treatment plant by calculating the 
effect this has on the price of houses located close to the plant. This is an 
example of what type of economic valuation? 

Hedonic pricing 

Production function valuation 

Contingent valuation 

Travel cost method 

Choice experiments 


oa200D 


16. 


17. 


18. 


19. 


20. 
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Quasi-option values are... 


a. 


b. 


C. 


d. 


e. 


The values that humans place on the benefits of holding options open for possible 
future direct use 

The values that humans place on the benefits of holding options open for possible 
direct use by future generations 

The values that humans place on the benefits of information gained by delaying 
an irreversible decision to develop a natural environment 

The values that humans place on the benefits of holding options open for possible 
direct use by other people 

The values that humans place on the benefits of knowing that a resource 
continues to exist even if they make no direct use of it 


Which would be the best regulatory approach (or approaches) for reducing 
nutrient levels (caused by agricultural run-off) in an estuary? 


oaAorop 


Imposing an emissions standard 

Taxing emissions 

Setting up a tradable emission permit scheme 
Taxing the polluting inputs 

Restricting agricultural management practices 


If one person's enjoyment of the benefits of a good does not interfere with 
another's consumption of it, the good is said to be: 


a. 


b 
C. 
d. 
e 


Nonrival in consumption 
Limitless in utility 
Non-excludable 
Congestible in consumption 
Depletable 


The optimal level of pollution abatement across two firms is... 


a. 


b. 
CG: 
d. 


e. 


A reduction of emission levels by each firm to the point where marginal damage 
costs are equalised across firms 

A reduction of emissions levels by each firm to the point where emission levels 
are equal 

None of the above 

A reduction of emission levels by each firm to the point where marginal control 
costs are equalised across firms 

A mandated reduction of equal quantities by each firm 


An economist estimates the cost of an environmental nuisance caused by 
unpleasant odour emitted from a waste water treatment plant by calculating the 
effect this has on the price of houses located close to the plant. This is an 
example of what type of economic valuation? 


oAnrop 


Hedonic pricing 

Production function valuation 
Contingent valuation 

Travel cost method 

Choice experiments 
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PART B 
Candidates MUST answer any TWO (2) of the SIX (6) questions in the Answer Books 
provided 
(20 marks are allocated to each question) 


Question 21 


Consider a number of factories producing the same good that emit a pollutant called crud 
into a nearby lake. 


(i) Explain how an economist would determine the socially optimal level of crud emissions. 
Use a diagram to illustrate your answer. (12 marks) 


(ii) A local environmentalist claims that “the only good pollution is no pollution”. Using your 
diagram from part (i) explain why zero pollution is unlikely to be “good” from society’s 
perspective. (8 marks) 


Question 22 


(i) Explain Hotelling’s rule. (12 marks) 


(ii) What are the consequences of this rule for the extraction rate of non-renewable 
resources as discount rates increase? (8 marks) 


Question 23 


(i) Explain, using examples, the difference between ‘stated’ and ‘revealed’ preference 
techniques for valuation of environmental goods. (8 marks) 


(ii) What valuation techniques would be most appropriate to use for the following 
environmental goods, and why? 


a. preservation of a rare rain-forest mammal; 
b. odour from a waste water treatment facility; 
c. recreational use of a picturesque beach. (12 marks) 


Question 24 
Why are ocean fisheries frequently overexploited? Answer this question by: 


(i) describing the particular characteristics of the good and their implications (8 marks) and; 


(ii) by explaining the economic rationale underlying the decisions that fishermen make in 
exploiting these fisheries (using a diagram to illustrate your answer). (12 marks) 


Question 25 


(i) Explain how marginal control costs are equalised across firms under a transferable 
pollution permit system (also known as an emissions trading scheme). (14 marks) 


(ii) What advantage does the equalisation of marginal control costs give this system over 
command and control methods of controlling pollution? (6 marks) 


Part B continues on the next page 
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Question 26 


Explain how we can determine the efficient allocation of a non-renewable resource over two 
time periods, illustrating your answer with a diagram (or diagrams). (20 marks) 


This page Is 
deliberately 
blank. 
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Name: 
Student Number: 


PART A — MUTIPLE CHOICE ANSWER SHEET 


This sheet is to be detached and handed in with your Answer Books at the end of the 
examination. 


Please CIRCLE clearly the correct answer (or answers) 


Question 
1 eae ebe ece ede ece 
2. eae ebe ece ede ece 
3. eae ebe ece ede ece 
4. eae ebe ece ede ece 
5. eae ebe ece ede ece 
6. eae ebe ece ede ece 
T. eae ebe ece ede ece 
8. eae ebe ece ede ece 
9. eae ebe ece ede ece 
10. eae ebe ece ede ece 
11. eae ebe ece ede ece 
12. eae ebe ece ede ece 
13. eae ebe ece ede ece 
14. eae ebe ece ede ece 
15. eae ebe ece ede ece 
16. eae ebe ece ede ece 
17. eae ebe ece ede ece 
18. eae ebe ece ede ece 
19: eae ebe ece ede ece 
20. eae ebe ece ede ece 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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